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Chapter 6 
 
1. Empirical study: “China Effect” on pre and post crisis Japanese FDI 
Introduction 
In this section, we extend our quantitative analysis of industry- wise Japanese FDI into before and 
after crisis period. The empirical analysis is carried out with the dynamic model as described in 
chapter 3. The dependent variable, independent variables and importantly, the china indicator 
variable are used as per the discussion on section 3.5. The only thing that we have done in this 
analysis is industry- wise Japanese FDI had been divided into two with 1997 as a dividing year. 
Therefore, in pre crisis analysis, the years covered are from 1989 to 1997, whereas after crisis 
period is identified as 1998 to 2004. Exact cut off years could be a case of discussion as some 
researchers had identified 1998 to be the cut off year. However, after a careful look in the data and 
logic, we took 1997 as a dividing year since much impact on FDI flow was seen beginning in 1998. 
The sample economies included Hong Kong, India, Indonesia, Korea, Malaysia, Philippines, 
Singapore, Taiwan, Thailand, Viet Nam and China for the years 1989 to 2004. To repeat the model 
from section 3, we run our analysis on following equation (1) 
JFDI j,t = δJFDI j, t-1+ βX j,t +αChina t+ µ j +ε j,t  
We carried out all of these analyses in three estimation techniques namely; Ordinary Least Square 
(OLS), Arellano Bond (AB) and Instrumental Variable (IV) with eight different specifications1.  
 
We will start the chapter with a subjective study on the implications of crisis in inward FDI flow in 
Asia followed by brief outlook on industry- wise composition of Japanese FDI in China and other 
economies of Asia. Then we present empirical results on industry- wise Japanese FDI for pre and 
post crisis periods in section 6.3. Section 6.4 concludes the chapter. 
 
6.1 Implications for FDI inflow in the aftermath of crisis 
The Asian economies most affected by the crisis had been very successful among developing host 
countries in attracting the FDI. It was because of some of their fundamental strengths that make for 
long-term growth, such as high domestic savings rates and skilled and flexible human resources; 
thereby creating opportunities for FDI that is competitiveness- enhancing for MNEs. Moreover, 
they have substantially liberalized their FDI policies and taken steps to facilitate business. 
Nonetheless, the financial crisis of 1997 raised fears throughout the region about retrenchment and 
divestment of Japanese investments. These fears were given basis by the immediate decline in non-
FDI flows, including bank lending and portfolio equity investment, which fell sharply and turned 
                                                     
1 Refer section 3.5 for detailed discussion on the use of these estimation techniques and logic for using eight specifications. 
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negative in 1997 (Edgington and Hayter, 2001). A subjective analysis appeared in UNCTAD, WIR 
(1998) provides important insights on the implications of FDI that could help us understand the 
mechanism of FDI flow in the aftermath of the crisis, as summarized in the following table.  
Table 1.1: Summary of FDI implications after the crisis 
Host country 
variable affected 
Changes related to/ resulting from the 
crisis 
Implications for inward FDI 
GDP (market 
size) 
Reduced rate of GDP growth, leading to 
reduction of or slower expansion of demand/ 
market size. 
Discourages domestic or regional 
market oriented FDI (-) 
Exchange rate Large depreciation of currencies leading to: 
- Lower home- currency costs of establishing 
or expanding affiliates for TNCs from 
countries with stable exchange rates. 
- Lower costs and prices, in terms of 
currencies of home and third countries with 
stable exchange rates. 
Encourages all kinds of FDI with 
locally- sourced assets/ inputs for 
establishment/ expansion (+) 
 
Encourages export- oriented FDI and 
efficiency- seeking FDI (+) 
Asset prices Drastic decline of asset prices. 
 
Depreciation of foreign currency value of 
assets in existing affiliates. 
Lower costs for entry, encouraging 
greenfield and (especially) cross- 
border M&As (+) 
 
Reduces financial capacities of some 
foreign affiliates, with adverse effects 
on reinvestment (-) 
Supply of capital/ 
finance 
Lower supply due to: 
o Tightened monetary policy; 
o Interest- rate increases; 
o Heavy debt burden 
o Lower supply of foreign capital by banks 
and portfolio investors. 
Creates opportunities for FDI, 
especially by larger firms, due to exit 
of some domestic or other firms 
adversely affected by capital/ liquidity 
constraints (+) 
 
Reduces availability of and increases 
cost for foreign firms to raise funds in 
host country markets, affecting FDI by 
some firms adversely (-) 
 
Increases opportunities for FDI 
through M&As by foreign firms (+) 
FDI policy 
changes 
Further liberalization of inward FDI policy; 
some controls on capital flows 
Creates opportunities for new FDI (+) 
Source: UNCTAD, WIR 1998 
Note: ‘+’ and ‘-’ signs indicate possible increase or decrease in FDI. 
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The extent to which the financial crisis spills over into the real sector and the way it is handled will 
determine how it affects the size and nature of MNEs’ operations in the region. First, regarding 
market size, the crisis produced a negative outcome by reducing levels of GDP. In the short run the 
crisis is likely to damage any Japanese investors' plans for further FDI which took into 
consideration Asia's potentially large and hitherto growing markets. Reduced demand and slower 
growth can be expected to lead to some canceling, scaling down or postponement of FDI in the 
most affected countries and perhaps elsewhere in the region. The impact on domestically-oriented 
foreign affiliates varies among sectors and industries. Foreign affiliates in the services sector are 
particularly susceptible to local demand conditions because of the non-tradability of most services. 
Among manufacturing industries, foreign affiliates in light industries which produce non-luxury 
consumer goods are less likely to be affected than affiliates producing durable goods and luxury 
items. Affiliates producing goods and services that depend mainly on domestic sources of raw 
materials and intermediate inputs would also be less affected than those relying on imports from 
countries whose exchange rates have changed little.  
 
Currency devaluations can increase the attractiveness of the affected Asian economies to Japanese 
investors by lowering the costs of production. As wages and other operating costs decrease in terms 
of foreign currency values, efficiency-seeking mobile foreign investors might find it advantageous 
to invest in the affected economies. Such advantages are particularly relevant for export-oriented 
affiliates, since they improve their international competitiveness vis-à-vis firms located in other 
countries that have not devalued. In making or expanding FDI in export-oriented production, or 
switching the output of production from the domestic to the international market, MNEs can draw 
on their international production systems which can serve as channels to reach markets and access 
inputs. Moreover, integrated international production system, practiced heavily by Japanese MNEs, 
could be of more prominence.  
 
If the financial crisis adversely affected FDI prospects by reducing market potential in Asia, it 
provided a more positive inducement to such prospects by significantly reducing local ‘asset 
prices’, notably labor. Because of changes in currency exchange rates, low wages became an even 
more attractive location condition for Japanese MNEs in Asia. In particular, the sharp devaluation 
of currencies in most Southeast and East Asian countries against the dollar and (to a lesser extent) 
the Yen, reduced real wages in the region (Edgington and Hayter, 2001). The decrease is the result 
of exchange rate depreciations, lower property prices and more company assets offered for sale, 
given the heavy indebtedness of domestic firms and their reduced access to liquidity. The currency 
devaluations that have occurred in the affected countries as well as the lowered property prices, 
 3
have reduced the foreign currency costs of acquiring fixed assets such as land, buildings and capital 
goods manufactured locally. 
 
One reason why inflows of FDI to the crisis-affected countries could be expected to increase in the 
short and medium term is the decrease in the costs, for all firms, of establishing and expanding 
production facilities in these countries. Falling valuations of many Asian firms in the aftermath of 
the financial crisis have reduced the costs of acquiring firms. As a result, foreign firms require 
much smaller resources in home country currencies to establish new production capacities or add to 
existing ones. Moreover, the re-structuring of firms faced with large debt repayments and rising 
interest rates and their urgent need for funds, combined with lower stock prices and a more liberal 
policy towards M&As, provide opportunities for TNCs to undertake direct investments in the 
region through M&As involving host country firms, including firms that might otherwise go 
bankrupt.  
 
Changes in government policy in Asia brought about by the crisis had more mixed implications for 
FDI. On the one hand, currency depreciations and the liberalization of rules governing FDI 
facilitated further FDI while a lower supply of capital due to tightened monetary policy at least 
created opportunities for large firms in relations to acquisition and mergers. On the other hand, 
currency depreciation reduced the value of the Asian assets of Japanese MNEs while a tighter 
monetary policy reduced the availability of capital to foreign firms. Moreover, the increased 
volatility of currency exchange levels in relation to the US dollar, constituted a negative factor for 
FDI by increasing levels of uncertainty of prices of imports and exports.  
 
Specifically, for export-oriented FDI, being part of TNC networks also makes it easier for firms to 
switch from domestic sales to exports, as the impact of the crisis could therefore be mitigated 
somewhat for a number of the most affected Asian countries because international integration at 
the level of production allows TNCs (and firms linked to them) to compensate for declining 
domestic sales through increased exports spurred by devaluation. Whether and to what extent this 
potential is realized depends, of course, on the strategies of firms. Moreover, the extent of the cost 
advantages enjoyed by export-oriented firms varies among industries and firms and is determined 
in part by their import-dependence. This further underlines the importance of integrating foreign 
affiliates into their host economies: such integration not only contributes to the building up of local 
capacities; but the more foreign affiliates can draw on backward linkages with local enterprises, the 
less import-dependent they are. 
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It might be expected that, in the light of the crisis, some TNCs may find sites in other regions more 
attractive relative to those in Asia for new investment projects in the short-to-medium term, if not 
in the longer term. UNCTAD 1998 survey results suggest that some firms are indeed looking at 
expansion in Latin America and also in Central and Eastern Europe and Africa in the short-to-
medium term. However, this finding should not be interpreted as necessarily indicating an FDI 
switch to these regions in response to the crisis. The ability of investors to substitute actual or 
potential FDI in one host region (or country) with FDI in another depends largely on the type of 
FDI as well as on the sector or industry concerned. The following points among others are relevant: 
• Natural-resource-seeking FDI is largely location-specific and substitution is limited. 
• Asset-seeking FDI, may be attracted by the new opportunities in Asia. 
• Efficiency-seeking FDI may also be attracted by falling costs in Asia. 
• Market-seeking FDI depends mainly on the size and income growth of host countries. 
 
The contraction of markets in the affected countries in Asia is thus likely to reduce some market-
seeking FDI in the short-to-medium term, but this does not necessarily mean a switch to other 
regions. That would depend on how attractive other regions are, either relatively or absolutely. 
Furthermore, FDI is not a zero-sum game and it need not be assumed that FDI for other regions 
must involve some withdrawal from Asia. 
 
However, it is at least important to recognize that the financial crisis created opportunities, as well 
as barriers, to Japanese FDI in Asia. Thus, inflows of FDI to the crisis-affected countries might be 
expected to increase in the short and medium terms concerned the decrease in the costs of 
establishing and expanding production facilities. The decrease in costs was due to the currency 
price depreciation in Asian countries, lower property prices due to economic downturns, and the 
rise in company assets offered for sale, especially given the heavy indebtedness of domestic firms 
and their reduced access to liquidity. Moreover, the countries most affected by the 1997 Asian 
currency crisis- Indonesia, Malaysia, the Philippines, Thailand and South Korea- began actively 
courting foreign capital in an attempt to accelerate the process of economic recovery (Edgington 
and Hayter, 2001). 
 
6.2 Pre and post crisis industry composition of Japanese FDI: China vis-à-vis others 
In this section, we will briefly look into change in industry- wise composition of Japanese FDI 
before and after crisis and compare each economy of interest with China. The industry constituent 
is measured in terms of percentages of the total FDI it received and reported for 3 biggest industries 
for each economy, segregated by manufacturing and non- manufacturing sector. Following figure 
is a comparison of industry composition for China and NIEs. The dark bars indicate the industries 
 5
in manufacturing sector and light bars indicate the industries in non- manufacturing sector. Three 
upper bars shows the composition for post- crisis period (1998- 2004) whereas three lower bars 
shows the composition for pre- crisis period (1989- 1997). 
 
Figure 1.1 China vs. NIEs: Industry- wise composition 
gure that China’s top three industries have gained more percentages in after 
risis period. Transport/ automobile industry which was not among top 3 in pre- crisis has become 
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It is evident from the fi
c
number one industry in post- crisis period indicating major Japanese investments in this sector. 
Electrical/ electronics continue to become prominent industry for China. We can also see that 
Japanese MNEs are more towards manufacturing industries in China. As per NIEs, it is evident that 
non- manufacturing sector is having dominance both in pre- crisis and post- crisis periods, 
indicating clear difference in the concentration of sectors by Japanese MNEs in China and NIEs. 
However, electrical/ electronics is the only industry in which China faces rivalry from most of 
NIEs economies, especially Korea, Singapore and Taiwan. In the case of Hong Kong, the share of 
trade has increased in post- crisis whereas finance & insurance is the second most prominent 
industry in both the periods. Relatively, Korea’s share after the crisis has decreased and the most of 
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the composition of industries have also been altered. Service, the largest in pre- crisis period has 
vanished in post- crisis period. Singapore is relatively better placed among NIEs 4. Two non- 
manufacturing industries finance & insurance and trade are the major industries. Surprisingly, 
electrical/ electronics has developed to be important sector in Singapore. Similar notion could be 
found in the case of Taiwan as well where electrical/ electronics has appeared to be the most 
important industry in later years. 
Figure 1.2 China vs. ASEAN-4: Industry- wise composition 
bove figure shows the comparison of China and ASEAN 4 on pre- crisis, post- crisis industry 
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A
composition. With contrast to NIEs, the figure suggests that Japanese MNEs are investing mostly 
in manufacturing sector in ASEAN 4. In the case of Indonesia, there has been slight shift from non- 
manufacturing sector to manufacturing with major focus on transport and chemical. Mining 
continues to be a vital industry in Indonesia. In the case of Malaysia, electrical/ electronics and 
metal are two major industries that are principal in both the periods. However, the significance of 
Malaysia has been hampered after the crisis with loss of most percentages. Electrical is the industry 
in which China faces competition in Malaysia. Chemical is no more in picture after the crisis 
whereas trade from non- manufacturing sector appeared to be the second largest industry after the 
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crisis. Similarly, in the case of Philippines the prominent industries are electronics and transport. 
Electrical used to be the largest industry for Thailand in pre- crisis period, lost its prominence after 
the crisis giving rise to transport. Metal comes second in both the periods. It seems that most of 
Japanese MNEs in electrical industry have taken out their investment from Thailand and invested 
in other economies.  
Figure 1.3 China vs. India, Vietnam: Industry- wise composition 
 both late comers as far as Japanese investment is concerned. It is evident 
om the figure that investment is very low during pre- crisis period in both the countries, however, 
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India and Vietnam are
fr
Japanese MNEs started to garner focus on specific industries in these economies after the crisis. 
Whereas, in India transport/ automobile industry became the most important one, in Vietnam, focus 
was in electrical/ electronics industry. It could be sensed that both of these economies could be of 
greater competence to China in future. Two largest industries for China, transport and electrical 
have become specialty of each of these individual countries. It is interesting to see that India’s 
second biggest industry- electrical in pre- crisis period has vanished from the picture in post crisis 
period. And similarly, transport in Vietnam has vanished in post – crisis period.  
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Overall, without much of surprise, China, ASEAN 4 economies, India and Vietnam are major 
.3 Empirical results: Industry level analysis of pre and post crisis Japanese FDI  
FDI for pre 
ext, we present the results of pre and post crisis Japanese FDI analyses. In the table 6.2, the 
                                                     
players on manufacturing sector, mainly, electrical/ electronics, transport/ automobile and chemical. 
On the other front, NIEs are strong in non- manufacturing sector- trade, finance & insurance and 
service. These observations are in line with the survey of JBIC that we analyzed in previous 
chapter. 
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Our focus in this sub- section will be on the analysis of “China effect” on Japanese 
crisis and post crisis periods. Similar to chapter 4, we analyze this effect firstly with total Japanese 
FDI, and then we narrow down our study to industry level approach. As briefly mentioned above, 
the reporting of the results are made on three estimation techniques; Ordinary Least Square (OLS), 
Arellano Bond (AB) and Instrumental Variable (IV) and eight specifications. OLS is used only as a 
benchmark specification. In order to draw conclusions, we use the general rule of thumb as to 
accept those estimated coefficients which have the same sign with statistical significance under 
advanced techniques, AB and IV2. We analyze these cases for thirteen different industries of 
Japanese FDI, seven from manufacturing sector and six from non- manufacturing sector. 
 
N
results are shown for total Japanese FDI for all the estimation techniques. Corresponding two tables, 
6.3 and 6.4, show results of before crisis analysis segregated by manufacturing sector and non- 
manufacturing sector. The last two tables, 6.5 and 6.6, are for after crisis analysis for same sectors 
respectively. The reported tables are for the specification which has the highest number of variables 
being statistically significant. 3
 
2 Refer chapter 3 for the detailed discussion on econometric model, data and methodology. 
3 3 Detailed results for Japanese FDI before and after crisis conducted on 8 specifications are provided in appendices 10 and 11 
respectively. Detailed results on industry- wise Japanese FDI, before and after crisis, are available upon request. 
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Table 1.2: “China effect” on Japanese FDI: Before and after crisis 
Log Japanese FDI lnjfdi Coef. Coef. Coef. Coef. Coef. Coef.
Japanese FDI to China to Japanese FDI to Region jfdic_jfdir 0.008 * 0.011 0.026 ** -0.003 -0.031 ** -0.011 *
Lagged Log Japanese FDI llnjfdi 0.769 *** 0.250 ** 0.565 *** 0.337 *** -0.459 *** -0.210 *
Real GDP Growth rgdpg 0.004 0.061 * 0.001 0.012 0.000 0.004
Consumer Price Index Annual Change cpiac -0.014 0.007 0.004 -0.003 0.120 *** 0.046 **
Exchange Rate Volatility erv -2.610 -6.399 0.324 -9.828 ** -7.998 -2.532
Openness Proxy op 0.000 0.004 -0.006 0.003 ** 0.013 *** -0.009
Country Environment ce -0.888 ** -1.596 0.767 2.944 *** 7.881 *** 5.349 **
M2 to GDP m2_gdp 0.000 0.008 0.000 -0.003 * 0.010 ** 0.004
Constant _cons 1.757 0.164 2.648 2.595 0.116 5.810
No. of obs 77 57 77 70 50 70
R- squared 0.8237 0.3211 0.601 0.3078
Wald Chi 2 39.22 13588.09 1732.76 11885.62
z- value (1st order autocorrelation) -2.12 -2.43
z- value (2nd order autocorrelation) 1.31 -0.13
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Before Crisis Japanese FDI After Crisis Japanese FDI
OLS AB IV OLS AB IV
 
 
 
Table 1.3: “China effect” on before crisis Japanese FDI: Manufacturing industries 
Log Japanese FDI lnjfdi Coef Coef Coef Coef Coef Coef Coef Coef
Japanese FDI to China to Japanese 
FDI to Region jfdic_jfdir -0.07 * -0.03 0.00 0.03 ** 0.01 0.04 * 0.01 0.09 **
Lagged Log Japanese FDI llnjfdi 0.02 -0.32 * -0.12 0.16 ** -0.34 *** -0.32 *** -0.12 -0.43
Real GDP Growth rgdpg -0.13 -0.36 0.07 ** 0.04 0.74 ** 0.42 0.32 * 0.12
Consumer Price Index Annual Change cpiac 0.38 0.18 -0.04 -0.01 0.52 0.32 0.07 0.39
Exchange Rate Volatility erv -36.42 -8.62 -4.04 -1.11 62.98 49.61 * -53.34 -81.72
Openness Proxy op 0.07 ** 0.13 * 0.03 *** 0.02 0.06 0.05 0.02 -0.10
Country Environment ce 4.49 7.85 -3.20 ** 0.54 -12.41 * -11.37 -11.19 *** -1.32
M2 to GDP m2_gdp -0.08 * -0.14 -0.02 0.00 0.22 -0.04 -0.08 -0.08
Constant _cons 1.22 -59.71 0.16 -16.95 -1.02 18.65 1.54 82.05
No. of obs 57 77 57 77 57 77 57 77
R- squared 0.32 0.34 0.19 0.40
Wald Chi 2 18.3 135.0 173.1 184.0 123.0 414.0 62.3 585.0
z- value (1st order autocorrelation) -2.15 -1.83 -2.08 -2.50
z- value (2nd order autocorrelation) 1.10 -0.99 -0.42 -0.89
Log Japanese FDI lnjfdi Coef Coef Coef Coef Coef Coef
Japanese FDI to China to Japanese 
FDI to Region jfdic_jfdir -0.06 * 0.01 -0.02 -0.04 0.06 * 0.05 *
Lagged Log Japanese FDI llnjfdi -0.51 *** -0.23 -0.30 0.38 *** -5.23 -0.17
Real GDP Growth rgdpg -0.42 * -0.44 ** 0.15 0.11 0.75 * 0.68 **
Consumer Price Index Annual Change cpiac -0.07 0.18 -0.43 * -0.41 0.22 -0.26
Exchange Rate Volatility erv -78.06 *** -65.30 *** -6.17 -29.68 -33.61 -31.01
Openness Proxy op -0.06 * 0.02 0.04 0.08 0.03 0.04
Country Environment ce 6.19 7.09 10.51 6.57 7.04 14.27 *
M2 to GDP m2_gdp -0.11 -0.05 -0.07 -0.02 -0.14 ** -0.07
Constant _cons 0.96 44.94 -0.98 121.74 1.41 -28.59
No. of obs 57 77 57 77 57 77
R- squared 0.62 0.46 0.51
Wald Chi 2 32.4 116.0 81.7 349.0 70.9 455.0
z- value (1st order autocorrelation) -2.24 -1.86 -2.01
z- value (2nd order autocorrelation) -0.23 -0.99 0.21
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
AB IV
Electrical Food
IV
Machinery
Metal Textile Transport
IV AB IVIV AB
IV AB
Chemical
AB
AB
AB IV
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Table 1.4: “China effect” on before crisis Japanese FDI: Non- manufacturing industries. 
Log Japanese FDI lnjfdi Coef. Coef. Coef. Coef. Coef. Coef.
Japanese FDI to China to Japanese FDI to 
Region jfdic_jfdir 0.02 0.10 0.14 0.15 -0.06 * -0.08 *
Lagged Log Japanese FDI llnjfdi -0.10 -0.13 0.05 0.10 -0.37 *** -0.18
Real GDP Growth rgdpg 0.16 0.54 -0.52 -0.28 0.51 0.27
Consumer Price Index Annual Change cpiac -0.04 -0.57 * 0.21 0.21 0.45 * 0.30
Exchange Rate Volatility erv -14.13 90.90 ** -30.84 -44.44 16.74 19.04
Openness Proxy op 0.11 * 0.18 ** -0.31 ** -0.18 * -0.12 -0.05
Country Environment ce -4.97 -10.57 6.65 -6.73 3.50 -13.02
M2 to GDP m2_gdp -0.18 0.23 *** 0.18 0.16 0.22 -0.05
Constant _cons 0.91 -43.82 1.70 138.53 -0.76 15.90
No. of obs 57 77 57 77 57 77
R- squared 0.43 0.45 0.67
Wald Chi 2 25.4 637.0 24.6 111.0 718.0 546.0
z- value (1st order autocorrelation) -2.16 -1.80 -1.01
z- value (2nd order autocorrelation) 1.02 1.44 0.74
Log Japanese FDI lnjfdi Coef. Coef. Coef. Coef. Coef. Coef.
Japanese FDI to China to Japanese FDI to 
Region jfdic_jfdir 0.02 0.32 0.08 ** 0.14 ** -0.03 0.46 **
Lagged Log Japanese FDI llnjfdi -0.18 0.23 -0.34 *** 0.09 -0.26 *** -0.26 **
Real GDP Growth rgdpg -0.17 * 0.41 0.31 * 0.12 0.91 *** 1.00 ***
Consumer Price Index Annual Change cpiac -0.09 -0.17 -0.04 0.21 -0.83 ** -0.32
Exchange Rate Volatility erv -59.39 *** -35.22 -62.68 ** -2.29 89.83 *** 89.11 ***
Openness Proxy op -0.09 0.02 -0.16 ** -0.05 0.14 ** 0.08
Country Environment ce -9.30 *** 10.04 -17.40 * -4.24 -9.39 4.02
M2 to GDP m2_gdp -0.16 ** 0.04 0.08 -0.03 -0.12 -0.15 ***
Constant _cons 1.96 -30.61 2.76 104.28 0.30 16.03
No. of obs 57 77 57 77 57 77
R- squared 0.64 0.54 0.53
Wald Chi 2 38.3 948.0 47.4 138.0 81.9 253.0
z- value (1st order autocorrelation) -2.13 -1.88 -2.04
z- value (2nd order autocorrelation) 1.44 1.65 -1.61
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Service
Real EstateMining
IV
IV
AB IV
IV AB
AB IV
Transportation serviceTrade
AB
AB IV
Finance and Insurance
AB
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Table 1.5: “China effect” on after crisis Japanese FDI: Manufacturing industries 
Log Japanese FDI lnjfdi Coef Coef Coef Coef Coef Coef Coef Coef
Japanese FDI to China to Japanese FDI 
to Region jfdic_jfdir 0.15 ** 0.76 0.01 -0.03 *** -0.02 -0.13 0.01 0.42 **
Lagged Log Japanese FDI llnjfdi 0.17 1.67 * -0.54 *** -0.39 *** -0.05 -0.29 * 0.42 0.25
Real GDP Growth rgdpg 0.29 0.72 0.04 -0.05 * 0.26 -0.32 0.09 0.14
Consumer Price Index Annual Change cpiac -0.77 * -0.71 0.11 *** 0.03 2.03 *** 0.50 0.58 0.07
Exchange Rate Volatility erv 154.82 ** 0.75 52.44 *** 18.30 ** -331.34 *** -83.92 -107.79 -33.01
Openness Proxy op 0.06 0.40 -0.02 -0.01 -0.17 * 0.04 -0.08 0.14
Country Environment ce 14.07 0.87 3.40 5.06 36.11 20.82 79.70 ** 38.18
M2 to GDP m2_gdp 0.15 * 1.51 0.03 0.03 ** 0.29 ** 0.12 -0.15 -0.07
Constant _cons -1.73 -0.87 -0.43 2.68 0.68 419.86 0.09 -36.90
No. of obs 50 70 50 70 50 70 50 70
R- squared 0.57 0.27 0.61 0.35
Wald Chi 2 71.3 624.0 261.0 150.0 222.0 55.6 239.0 312.0
z- value (1st order autocorrelation) -1.28 -2.44 -1.84 -2.15
z- value (2nd order autocorrelation) -0.55 0.22 -1.43 -0.10
Log Japanese FDI lnjfdi Coef Coef Coef Coef Coef Coef
Japanese FDI to China to Japanese FDI 
to Region jfdic_jfdir -0.21 *** -0.09 *** -0.08 0.50 0.05 0.07 *
Lagged Log Japanese FDI llnjfdi -0.69 *** -0.37 *** 0.25 0.23 -0.31 *** -0.37 ***
Real GDP Growth rgdpg 0.47 * 0.06 0.59 ** 0.25 -0.58 ** -0.54 **
Consumer Price Index Annual Change cpiac 0.60 ** 0.29 ** -0.13 -0.27 0.23 0.10
Exchange Rate Volatility erv -21.81 -60.25 31.66 91.92 * 73.03 -128.17 ***
Openness Proxy op 0.06 0.05 0.05 0.07 0.20 *** 0.20 ***
Country Environment ce -9.15 23.49 -24.95 *** 22.17 -66.05 ** -39.46 *
M2 to GDP m2_gdp 0.16 *** -0.01 -0.05 -0.20 *** -0.09 0.04
Constant _cons -1.38 -156.92 -0.80 -40.51 0.17 -368.50
No. of obs 50 70 50 70 50 70
R- squared 0.44 0.57 0.55
Wald Chi 2 100.3 496.0 312.0 136.0 11.2 511.0
z- value (1st order autocorrelation) -2.01 -1.54 -2.36
z- value (2nd order autocorrelation) -0.04 1.01 -1.41
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
AB IV
IV
Transport
AB IV AB
AB IV AB
Metal Textile
IV
AB IV AB IV
Chemical Electrical Food Machinery
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Table 1.6: “China effect” on after crisis Japanese FDI: Non- manufacturing industries 
Log Japanese FDI lnjfdi Coef. Coef. Coef. Coef. Coef. Coef.
Japanese FDI to China to Japanese FDI to 
Region jfdic_jfdir -0.02 * -0.03 ** -0.01 -0.03 -0.05 0.01
Lagged Log Japanese FDI llnjfdi_fin -0.48 ** -0.46 *** 0.18 0.28 ** 0.11 -0.10
Real GDP Growth rgdpg 0.37 0.30 ** 0.60 *** 0.41 * 0.05 0.38
Consumer Price Index Annual Change cpiac -0.32 0.31 0.72 * 0.38 ** 1.06 ** -0.12
Exchange Rate Volatility erv 65.68 * -47.70 311.78 *** 149.57 *** 34.05 120.93 **
Openness Proxy op -0.10 * -0.09 0.09 0.15 *** 0.03 0.01
Country Environment ce 4.01 28.86 13.87 -14.41 35.39 32.94
M2 to GDP m2_gdp 0.05 -0.05 -0.07 -0.20 *** -0.22 ** -0.06
Constant _cons -0.83 -141.77 -0.28 -9.42 -0.78 150.91
No. of obs 50 70 50 70 50 70
R- squared 0.45 0.64 0.48
Wald Chi 2 214.0 309.0 152.0 105.0 539.0 118.0
z- value (1st order autocorrelation) -1.45 -0.04 -1.99
z- value (2nd order autocorrelation) -0.99 0.65 -1.58
Log Japanese FDI lnjfdi Coef. Coef. Coef. Coef. Coef. Coef.
Japanese FDI to China to Japanese FDI to 
Region jfdic_jfdir -0.20 -0.04 -0.14 -0.08 ** -0.30 *** -0.37 ***
Lagged Log Japanese FDI llnjfdi_fin 0.28 * 0.10 0.23 *** 0.02 -0.23 *** -0.17
Real GDP Growth rgdpg 0.28 0.10 0.46 ** 0.13 0.86 ** 0.48 *
Consumer Price Index Annual Change cpiac -0.35 0.12 0.42 ** 0.09 -0.45 ** -0.18
Exchange Rate Volatility erv 250.50 *** 71.45 -49.65 18.15 146.72 89.21 **
Openness Proxy op 0.14 * 0.08 * -0.06 *** 0.01 0.10 0.15 ***
Country Environment ce 106.74 *** 47.87 * -17.58 10.36 39.54 40.72
M2 to GDP m2_gdp -0.17 * -0.01 0.10 * 0.05 -0.07 0.16 *
Constant _cons -0.26 -44.69 0.00 -82.84 -2.13 -300.80
No. of obs 50 70 50 70 50 70
R- squared 0.40 0.67 0.38
Wald Chi 2 135.0 313.0 400.0 784.0 130.0 159.9
z- value (1st order autocorrelation) -2.07 -1.62 -2.31
z- value (2nd order autocorrelation) -1.73 -1.23 -1.31
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
AB IV AB IV
AB IV AB IV
Real Estate
Service
AB IV
Finance and Insurance Mining
Trade Transportation service
AB IV
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Following table exhibits the summary format to present the “China Effect” for all thirteen 
industries along with total derived from the above 4 tables. The reporting in this summary table is 
just for one variable, our variable of interest, china indicator (share of Japanese FDI to China in 
total Japanese FDI to Asia). 
Table 1.7 Summary result of “China Effect” for before crisis and after crisis periods 
Industry Share Effect Sig Effect Sig
Manufacturing
   Electrical 14.4% + ** - ***
   Transport 8.6% + * + *
   Chemical 8.2% - * + **
   Metal 5.9% - * - ***
   Machinery 4.8% + ** + **
   Textile 3.3% No No
   Food 3.0% + * No
Non- manufacturing
   Trade 9.7% + ** - **
   Finance & Insurance 9.1% No - **
   Service 7.6% No No
   Real Estate 5.3% - * No
   Mining 3.1% No No
   Transportation Service 2.9% + ** - ***
Total 100.0% + *** - ***
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Before Crisis
(1989-1997)
After Crisis 
(1998-2004)
 
 
The order of industries both in manufacturing and non- manufacturing is placed according to the 
share in value, which indicates the relative share of respective industry in total Japanese FDI for the 
total time frame of 1989 to 2004. We can see that electrical is the largest industries followed by 
transport and chemical in manufacturing sector. Transport which became prominent industry 
especially during the later half was able to secure second position. The importance of textile in 
Japanese FDI, which once used to be a significant industry, has decreased over the time. The order 
of largest industries in non- manufacturing sector is trade, finance & insurance and service 
respectively. The big drop in real estate investment, especially after the crisis, made its overall 
period ranking to be low. “Effect” column shows the “China effect” on crowding out of Japanese 
FDI from other Asian economies. “+” indicates complementary and “-” indicates crowding out 
effects. “Sig” column shows the significance level of coefficients. “Total” row represents result of 
total Japanese FDI.  
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6.3.1 Findings and discussion 
The results are very interesting. We start our discussion with the findings on total Japanese FDI 
(lower- most “total” row). In pre crisis period, with opposed to our hypothesis of crowding out, we 
found complementary effect of China. Most of the specifications produced highly significant 
results in favor of our variable of interest- china indicator (jfdic_jfdir) with complementary effects, 
both in AB and IV. However, the coefficients are very low and ranged from 0.023 to 0.036 
(reference: appendix 10). This shows that during pre crisis period, the effect of China happened to 
be positive, attracting more of FDI into the Asian region as a whole. In contrast, however, the result 
is reverse for post- crisis period. We observed crowding out behavior with our variable of interest, 
china indicator (jfdic_jfdir) being negative in most of the specifications of AB and IV. The 
significance level ranged from 1% to 10% and coefficient from 0.016 to 0.040 (reference: appendix 
11). These findings implied that Japanese MNEs before crisis were indifferent about the destination 
and making investments in both China and other economies of Asia. However, after the crisis, they 
are more reluctant to invest in other economies and focused more into China. These findings have 
important implications when we make further discussion on industry- wise analysis below. 
 
We begin our discussion of industry- wise crowding out with manufacturing sector. Prior to crisis, 
four industries in manufacturing sector are found to have complementary effect; two had crowding 
out and one with no effect. Conversely, in after crisis period, the industries with the complementary 
effect reduced to three, two crowding out and two with no effect. Electrical, the largest industry in 
manufacturing was having positive effect of China before crisis, however, after the crisis, this 
effect changed to negative. This indicates that Japanese MNEs were investing in other economies 
of Asia as well as China during before crisis period. However, after the crisis, they started diverting 
the investment of E&E into China. Transport or automobile industry had complementary effect on 
both the periods of before crisis and after crisis. Automobile is the industry which had grown over 
the years all across Asia. This is supported by the arguments being presented in sections 2.3 and 
5.2.1 of product fragmentation in Asia. We discussed in these sections that Japanese MNEs have 
been aggressively expanding the process of production fragmentation in automobile industry, 
especially machinery parts and components, in China and other economies like Thailand, Malaysia 
and so on.  
 
The third largest industry, chemical, had crowding out effect during before crisis which changed to 
complementary during after crisis. This implies that while China was diverting chemical industry 
from other Asian economies, it had prudent chemical supply which spurred Japanese MNEs to get 
attracted in this industry. However, later on the growth of China resulted in more demand of 
chemical which compelled the MNEs again to look towards NIEs or ASEAN as alternatives. On 
the other hand, there has been crowding out effect for metal industry and complementary effect for 
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machinery industry in all the periods. Metal industry is labor intensive industry and argument of 
abundant labor force in China could have propelled for crowding out effect. As for machinery, it is 
one of the industries that have been experiencing lots of production fragmentation in recent years 
as we uncovered in chapters 2.3 and 5.2. Another inference is that these two industries did not have 
any sort of consequences of crisis. These results are again in line with the arguments of production 
fragmentation. The complementary behavior of China for textile in overall period resulted in rather 
difficult interpretation. It had no effects in before and after crisis period, however produced 
positive effect in overall period. Food industry, on the other hand, had strong pre crisis 
complementarity even though there was no effect on post crisis period, indicating that MNEs in 
food sector could have invested more in China in recent years but these investments have not been 
big enough to generate crowding out effects.  
 
In non- manufacturing, the largest industry, trade, had positive effect during pre crisis period and 
negative effect during post crisis period. This means that Japanese MNEs on trade business had 
started to divert their investment towards China after the crisis and this could be understandable 
since there has been increase of exports and imports in China both due to production fragmentation 
arguments and growing domestic market arguments. In finance and insurance industry, the overall 
period had crowding out effect because of the effect created during after crisis period. Service 
industry is the case with bit difficult interpretation (as in the case of textile) as we could not 
identify any effect in both pre and post periods but there is complementary effect on overall period. 
Real estate had negative effect during before crisis period but no effect during after crisis period. 
Economic explanation for this is rather difficult as we could have expected positive effects before 
the crisis because Asia as a whole including NIEs and ASEAN were growing which could have 
increased FDI in Asia as a whole. Nevertheless, even if going by this reasoning the crowding out 
effect in pre- crisis period hints us that real estate was growing faster in China than others. Mining, 
again, is complex case with no effect on both the periods but crowding out in overall period. Lastly, 
transportation service industry initially had positive effect which was diverted to China during after 
crisis period. 
 
Before the crisis, Japanese MNEs were investing across different economies of Asia along with 
China, means; the growth of China was acting as a complementary element in attracting Japanese 
FDI in other economies of Asia. However, after the crisis, investments were diverted towards 
China, both due to demand and supply factors. On demand side, macro economy along with market 
dynamics became weak in the crisis hit economies which acted as a counter. On supply side, 
Japanese MNEs themselves became more vulnerable to the loosing situation of the region. This 
prompted these MNEs for more cost effective destination for their investments. 
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Other determinant variables  
Among the determinant variables in pre crisis period, lagged log of FDI (llnjfdi) and Japanese FDI 
cases (jfdic) turned out to be highly significant variables showing the importance of inertia and 
agglomeration. Market variables are seen to be important as shown by AB results. Both  present 
and future market potential, per capita GDP (lngdppc), real GDP and GDP growth (lnrgdp, rgdpg) 
are highly significant at 1% in line of our expectation (positive sign). This does make sense as in 
pre crisis period all of the economies in the region were growing rapidly and investments during 
that time targeted the local market. Apart from these, some other variables that have important 
implications in investing decision of Japanese MNEs before crisis were exchange rate volatility 
(erv), human capital (gsser), credibility (lnir_gdp) and being in integration agreement (mia). 
However, there are some variables which appeared with opposite signs like that of change in real 
exchange rate (crer), technology (lnstjp) and opportunity cost (ocp). (Reference: appendix 10) 
 
As per determinant variables in post crisis period, the results are mixed with regard to our expected 
sign. Interestingly, lagged dependent variable (llnjfdi) appeared to have negative sign, both in AB 
and IV. In most of the previous cases, this variable had positive sign showing the importance of 
inertia. However, after the crisis, Japanese MNEs tend to decrease their investment with compared 
to previous years. It does make economic sense. MNEs which have invested heavily mostly in 
crisis affected countries like Thailand, Malaysia, Indonesia and so, have now reduced their amount 
of investments in post crisis period. Other variables which are in line of our expected signs are 
exchange rate volatility (erv), tax to current revenue (tcr), openness (op), country environment (ce), 
and agglomeration (indicated by Japanese FDI cases (jfdic)). The negative effect of exchange rate 
could be easily explainable given the effect of crisis. Especially during the after crisis years, 
exchange rate volatility is of high concern for MNEs. Tax appeared to be significant in this case 
which might be because of the fact that due to low expectation of rate of return of business, the 
investors have become sensitive to tax. Country environment has become especially important after 
the crisis. Among others variables which appeared to have sign opposite to our expectation are 
economy’s macro economic condition as indicated by inflation (cpiac) and change in real exchange 
rate (crer). (Reference: appendix 11) 
 
6.4 Conclusion 
In this chapter, we concentrated our analysis of pre crisis and post crisis Japanese FDI in empirical 
study based on dynamic panel model developed in chapter 3. We found that most of the crowding 
out of Japanese FDI by China took place during post crisis period and were highly significant, 
whereas, during pre crisis period, the China effect was complementary. This suggests that the 
China was helping more Japanese FDI to flow into Asia prior to the crisis. However, after the crisis, 
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the dynamics changed and it seemed that Japanese MNEs has diverted away their investments from 
other economies towards China. Industry- wise analysis suggested that crowding out behavior is in 
line with the arguments made in JBIC analysis in chapter 5. Especially, the biggest manufacturing 
industry, electrical/ electronics, had most of Japanese FDI flowing to China out of other economies 
of Asia after the crisis. On non- manufacturing front, big industries like trade and finance & 
insurance along with transportation, all experienced crowding out effect after the crisis which were 
either complementary or no effect before the crisis. On the other hand, transport/ automobile are 
found to have complementary effect in both the periods.  
 
Overall, we can say that the crisis of 1997 had adverse effects on economies of Asia resulting in the 
crowding out of Japanese FDI by China. This crowding out behavior was evident in big industries 
like electrical/ electronics and finance & insurance. Nevertheless, complementary effect was 
observed in automobile. Whereas, case of complementarity could be attributed to the vertical 
production fragmentation, case of substitution could be because of China’s cheap labor and 
domestic market.  
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Chapter 7 
 
2. Summary and conclusion 
 
7.1 Summary 
There have been lots of important developments in the FDI scenario of Asia. The significant 
increase of FDI in Asia was witnessed during late 1980s when most of these were diverted towards 
Newly Industrializing Economies (NIEs) and later on spreading to Association of Southeast Asian 
Nations (ASEAN- 4) economies from early 1990s. Even though China started liberalizing its 
capital account in 1979, it was only beginning of 1990s that there was huge investment in China 
making it one of the world's top destinations for FDI. The FDI inflow in China reached $60.6 
billion in 2004, an increase by more than 17 times, from $3.5 billion in 1990. The share of China in 
Asian FDI reached as high as 66% in 2002 and still maintaining at 52 % in 2004. On the other hand, 
previously favored economies from NIEs and ASEAN both saw drops in their FDI share during 
1990s and 2000s especially after the advent of financial crisis in 1997. The growth of FDI flow in 
China was almost 43% from 1995 to 2004 whereas rest of Asia enjoyed only 27% during the same 
time. Though FDI in these economies stabilized in 2000s, it never went to pre crisis level. The rise 
of China as a major FDI attracting country coupled with declining share of other Asian economies 
has raised serious concerns over the issue of crowding out of FDI by China among neighboring 
Asian economies. This is because FDI plays an important role in the development process of 
developing economies. Firstly, FDI brings in the capital for host economies which is relatively 
scarce in developing economies. Apart from the much needed capital, FDI recipient economies 
benefit by other features of FDI like technology transfer and international networking. Most 
literatures recognize two major natures for technology transfer from FDI: horizontal flows to local 
competitors (spillover), and vertical flows to backwardly linked suppliers (supply chain effect) 
(Blomstrom, Kokko, 1997). Furthermore, FDI enabled the recipient economies to utilize various 
networks such as sales, procurement, and information networks of foreign firms, through which the 
recipients can achieve efficient marketing and information processing (Urata, Kawai, 2000). 
Therefore crowding out issue is of greater concern for all the economies involved. Previous studies 
on this subject matter however, suggest that China either have no effect or “crowded in” effect, 
rather than crowing out. 
 
Underlying theoretical notion  
From the theoretical point of view we can have both investment diversion and investment creation 
effects. First, MNEs may choose China over other economy of the region because of its strengths 
as low wage production site and appetite for huge domestic market, which will result in crowding 
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out of FDI. Alternatively, China may promote FDI inflow into the region if there is production and 
resource linkage between China and rest of Asia. MNEs involving in international production 
fragmentation will invest both in China and other economies of region to take advantage of their 
respective competitiveness in distinct stages of production. This will create the complementary 
effect on region as a whole. Several important concepts reviewed in this context were instrumental 
in understanding these effects. Important ones are horizontal and vertical FDI, Dunning’s eclectic 
OLI paradigm and also Kojima’s East Asian FDI model. Moreover, more recent trend of vertical 
production fragmentation plays significant role in these explanations which is on rise in East Asia 
especially beginning in 1990s with major focus on the electrical, electronics machinery and 
automobile sector.  
 
With this concern in mind, this thesis tried to analyze the issue of crowding out with various levels 
and aspects of FDI in order to reach to concrete conclusions. The contribution provided by this 
study in this field of research could be significant considering the fact that the existing literature in 
the subject matter is limited. Most of the studies till date investigating the impact of China on FDI 
attractiveness focused on aggregate level of FDI. This study is first of its kind, to look at industry- 
level data which would provide important insights in understanding the FDI behavior in Asia. We 
conducted our study from two deeper levels. First, we examined the crowding out issue from the 
perspective of three source country specific FDI: Japan, the United States and Korea. Second, we 
drilled further with micro- level study on industry- specific Japanese FDI for thirteen different 
industries, including seven from manufacturing sector and six from non- manufacturing sector. In 
addition, the industry level analysis of Japanese FDI was carried out in pre crisis and post crisis 
periods comprehending to the fact that crisis of 1997 has been a significant episode in altering the 
structure of FDI in Asia.  
 
Methodology 
We empirically examined the concern of crowding out of FDI by China on a group of Asian 
economies which included Hong Kong, India, Indonesia, Korea, Malaysia, Philippines, Singapore, 
Taiwan, Thailand and Viet Nam. For this pragmatic study, we built up the framework that 
formulized the determinants of FDI. The econometric technique used for this analysis is dynamic 
panel model. The research strategy for this investigation was to control for the standard 
determinants of FDI and then add an indicator variable to it which represents the so called “China 
effect”. This is like treating the “China effect” as one of the determinant for FDI in Asia. The 
indicator used for capturing the effect is FDI flow to China being scaled by FDI to the region, 
which literally meant China’s share of FDI in the region. As the initial impression was that China 
could have taken away FDI from other Asian economies, we set a hypothesis that there existed the 
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crowding out effect. Other x- vector explanatory variables were chosen after the careful analysis of 
earlier studies that dealt with determinants of FDI. Because of the possible problems of serial 
correlation and simultaneous causality bias in the model, we adopted advanced forms of estimation 
techniques, namely; Arellano Bond (AB) and instrumental variable (IV) estimations respectively. 
We estimated our model in these estimation methods for eight different specifications to take care 
of multicollinearity problem so that the variables with high correlation could not be included 
simultaneously. This in other way has become the basis for robustness check. The refined 
econometric techniques have been very helpful in identifying the investment phenomena on the 
region and figuring out if China is opportunity or threat for other economies in Asia.  
 
 
7.2 Main findings of the study 
 
“China effect” on Aggregate, country specific and industry level FDI 
As mentioned above, the analysis of the impact of China on FDI attractiveness of other economies 
of Asia was undertaken at three different levels. At aggregate FDI level, the analysis did not 
produce any crowding out behavior. However, at source country specific FDI level, we found 
interesting results. The analysis of Japanese FDI and Korean FDI could not find any empirical 
basis to support the claim that FDI in China is crowding out FDI from other economies of Asia. 
Therefore, China is neither competing nor complementing FDI from Japan and Korea. On the 
contrary, we found that surge of FDI in China is complementing US FDI in other economies of 
Asia.  
 
At the industry level analysis, we saw varying degree of diversion and creation effect 
corresponding to different industries. Among thirteen industries of Japanese FDI, six were found to 
have complementary effects, five had crowding out effects and two had no effect. Those with 
negative effects were electrical; finance & insurance; metal; mining; and transportation service. 
Industries with positive effects were food; machinery; service; textile; trade and transport. And 
chemical and real estate had no effect. These findings could be best explained in line with the 
concepts of horizontal and vertical FDI. Theoretically, the diversion of investment took place 
because, as put forward by Dunning’s OLI paradigm, MNEs locate their production sites in 
response to their ownership characteristics closer to the market. This means they serve the domestic 
market of an economy with their own production and also, taking benefit of locational 
advantageous factor, like China’s low production cost. The complementary nature of FDI could be 
better explained by Kojima’s “trade oriented model” where in MNEs establish vertically 
fragmented production sites in two or more destinations to produced their parts and components. 
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The objective behind this is to take advantage of their respective competitiveness in distinct stages 
of production. These vertically produced parts and components are then traded among the 
economies, assembling to make final product and export to other markets. 
 
In support of above findings, study on annual JBIC survey revealed that Japanese manufacturing 
MNEs see China to be the most promising destination for their investment because of its present 
and potential future market along with availability of abundant cheap labor force. The analysis 
provided us inferences that substantial substitution of FDI might have been taking place from 
ASEAN and NIEs towards China, chiefly in electrical and electronics industry. Nevertheless, we 
also took inferences that Japanese FDI had been complemented by the FDI surge in China, 
particularly in automobile parts and components. It is revealed that most of the international 
allocation of production is taking place via diversification of general purpose products giving rise 
to the production fragmentation process. They also invest in other parts of Asia for risk diversion 
measures and because of higher profitability compared to China.  
 
 
Pre and post crisis analysis of Japanese FDI 
Furthermore, the analysis of pre and post crisis Japanese FDI revealed that most of the crowding 
out of Japanese FDI by China took place during post crisis period while most complementary effect 
was prevalent during the pre crisis period. We observed that before crisis, six industries were 
experiencing complementary effects with three crowding out. However, after the crisis, the 
complementary effect reduced to three industries whereas crowding out increased to five industries. 
These results of crowding out behavior, to large extent, are inline with the arguments made in JBIC 
analysis, indicating the severity of crowding out effect. Especially, the biggest manufacturing 
industry, electrical/ electronics, had most of Japanese FDI flowing to China out of other economies 
of Asia after the crisis along with other tow big industries, trade and finance & insurance from non- 
manufacturing. All these industries were having either complementary or no effect before the crisis. 
On the other hand, transport/ automobile is found to have complementary effect in both the periods. 
These findings confirmed that the financial crisis had adverse effect on the other economies of Asia 
which made Japanese FDI to divert away to China.  
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7.3 Conclusion 
With the above findings on hand, the thesis came up with three conclusions as outlined below. 
• The rise of China has both investment creation and investment diversion effect for other 
economies of the region. These effects depends upon characteristics of both source and host 
economies. We witnessed this with differential effect in source specific FDI analysis and 
industry level analysis. Whereas, the concern of crowding out is profound among the policy 
makers of Asian economies, one should also be aware of the fact about the possible 
opportunities as well.  
• The crowding out effect was spurred by the low wage abundant labor force and huge domestic 
market of China. And the complementary effect was mainly because of the process of 
production fragmentation strategy adopted by MNEs. Apart from data on FDI, we witnessed 
this in the study of Japanese MNEs behavior of JBIC study. Therefore, the policy makers 
should be aware of their respective comparative advantage. 
• The crisis of 1997 had adverse effects on economies of Asia resulting in the crowding out of 
Japanese FDI by China from other economies of Asia. The extent of this could be assumed to 
be serious as we witnessed the diversion effect on thee biggest industries in terms of value in 
post crisis period.  
 
Further study and limitation 
There are two areas where we have scope for further study to validate/ strengthen our conclusion. 
One is to incorporate other major investors of the region like EU and Hong Kong for the country 
specific crowding out analysis. Secondly, to carry out micro level study of others investors as that 
of Japanese FDI, since the effects are properly explained in this level of study. One of the major 
limitations of this study, especially in the case of industry- wise analysis is that the determinant 
model used for the analyses are assumed to be generally similar in all cases. However, the 
determinant variables could differ depending upon the nature of the industry. This scenario is true 
for individual source specific FDI as well. Hence, future study on the subject matter could focus on 
tailor- made equation, with the consideration of specific independent variables, for specific 
country/ industry. 
 
Antya (Closing) 
We will end the thesis with the following caption that appeared in Economist magazine, which 
could have another aspect to look into by policy makers of Asia regarding China’s competitiveness 
in attracting FDI.  
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A blue print on FDI, released by China’s top economic planning agency- National Development 
and Reform Commission (NDRC), Government of China, on November 9th, 2006, which outlines 
the broad policy intentions of the government for the next five years. 
“China to shift to ‘quality, not quantity’ approach in attracting FDI: The government will 
seek to encourage investments that introduce advanced technology or have significant 
research and development components, and will give less emphasis to low-value export-
processing and assembly-type manufacturing.”  
 
http://www.economist.com/daily/news/displaystory.cfm?story_id=8162102&fsrc=nwl 
 
However, The Economist’s Economic Intelligence Unit (EIU) raises doubt on this basically for two 
reasons. The first is that encouraging investment in higher-value-added sectors and continuing to 
attract capital to low-level, labor-intensive manufacturing are not mutually exclusive. Abandoning 
the latter will not necessarily help China to achieve the former. Second, even low-grade FDI will 
arguably continue to be welcome in China because over the next few years the country will need to 
create jobs for hundreds of millions of underemployed migrants to the cities and the government 
recognizes the importance of this. 
 
Therefore, the most realistic goal for China’s policymakers should be, EIU says, ‘quality and 
quantity’. 
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Appendix 1: FDI in East Asia, ASEAN and SAARC regions 
 
Following three figures shows FDI inflow for the economies of 3 regions of Asia in detail. The 
East Asian figure consists of 7 economies including Japan and North Korea. The clear winner in 
this region is China followed by Hong Kong. Japan being the most advanced nation in the region is 
very poor in terms of inward FDI. Next figure of ASEAN includes all 10 economies of the region. 
Major FDI attracting economies over here are Singapore, Malaysia and Thailand. Indonesia’s case 
is typical with a big drop after the crisis. Among new comers, Vietnam’s performance is steady 
leaving behind Cambodia, Laos and Myanmar. SAARC includes 7 countries from the region. India 
is the sole winner in this case with Pakistan coming second. Bangladesh and Sri Lanka’s 
performance is encouraging in the recent years. Other economies from the region do not posses 
tangible FDI amounts. 
 
 
FDI in East Asia including NIEs ($ millions) 
Source: UNCTAD, 2006 
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 FDI in ASEAN ($ millions) 
Source: UNCTAD, 2006 
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Appendix 2: List of variables used  
List of variables
Exp. 
Sign Explanation Data Source
Dependent Variable
Log of FDI flow UNCTAD (2006), MOF Japan (2006)
Variable of Interest (measuring "China 
Effect")
China's share of Total FDI flow into the 
region - China indicator UNCTAD (2006), MOF Japan (2006)
Other Independent variables
Market Size Variables
Log of Per Capita GDP + Purchasing power capacity ADB (2006), BOJ (2007)
Log of Real GDP + Market size ADB (2006)
Real GDP growth + Market potentiality/ Return on long term investment ADB (2006)
Economic Condition
Lagged log FDI flow +
Measuring Inertia/ Current year's investment 
amount depends upon the decision of last years's 
investment UNCTAD (2006), MOF Japan (2006)
Inflation - Measuing macroeconomic stability ADB (2006)
Log of International Reserves to GDP + Country's liquidity ADB (2006)
Change in Real exchange rate -
Currency benefit.  Formula : RER= e* (CPIUS/ 
CPIi) ADB (2006), WDI (2006)
Exchange Rate Volatility -
External competitiveness. 
Formula for Volatility= √1/n ∑i=1 to n (∆lnER t+ i)2 IMF (2007), UBC (2007)
Tax per CurrentRevenue - Rent on investment ADB (2006)
Relative Wage Proxy -
Measuring labor cost. Per capita GDP as a share 
of China's Per capita GDP ADB (2006)
Openness Proxy + Sum of Exports and Imports to GDP ADB (2006)
Openness with Japan +
Sum of Export to Japan and Imports from Japan / 
GDP ADB (2006), BOJ (2007)
M2 per GDP - Domestic credit situation ADB (2006), BOJ (2007)
Opportunity cost of investing in Asia -
Real Interest Rate of G7 countries weighted by real 
GDP of the countries WDI (2006)
Agglomeration
Japanese FDI Cases + Agglomeration of industries MOF Japan (2006)
Credit worthiness
Debt Service per Total External Debt + Country's credibility ADB (2006)
Infrastructure
Infrastructure Index +
Composite Index Average of Tel Lines per 1000 
people and Density of Total Road Network. 
Formula: CIij= (Xij- min)/(max- min)  
WDI (2006), CIA World Fact Book 
(https://www.cia.gov/cia/publications/factbook
/)
Human Capital
Gross Secondary Enrollment + Human Capital
Global Education Database, UNESCO 
(http://www.uis.unesco.org/), WDI (2006), 
MOE Taiwan (2006)
Technology
Scientific and Technical journal 
publication + Technological advancement WDI (2006), NSF (2006), ADB (2006)
 Government Fitness and 
Environment
Country Environment +
Composite Index average of Civil Liberties, Political 
Rights, Governance, Market capitalization to GDP, 
Market liquidity 
Freedom House 
(http://www.freedomhouse.org), 
World Bank, Governance & Anti-Corruption 
Web
(www.worldbank.org/wbi/governance), 
Standard and Poor's (Emerging Stock 
Markets Factbook)
WDI, 2006
Ho Chi Minh City Securities Trading Center
(http://www.vse.org.vn/)
Member of Integration Agreement + Trading Bloc  
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Appendix 4: Use of variables in different specifications 
 
Specification ? 1 2 3 4 5 6 7 8
Dependent: Log Real Japanese FDI lnrjfdi
Real Japanese FDI to China to Real Japanese FDI to Region - rjfdic_rjfdir ? ? ? ? ? ? ? ?
Lagged Log Real Japanese FDI + llnrjfdi ? ? ? ? ? ? ? ?
Log GDP Per Capita + lngdppc ?
Log Real GDP + lnrgdp ? ?
Real GDP Growth + rgdpg ? ? ?
Consumer Price Index Annual Change - cpiac ? ? ?
Change in Real Exchange Rate - crer ? ? ?
Exchange Rate Volatility - erv ? ? ?
Tax to Current Revenue - tcr ? ? ?
Relative Wage Proxy - rwp ? ?
Openness Proxy + op ? ?
Openness to Japan + oj ? ?
Infrastructure Index + ii ? ?
Gross Secondary School Enrollment Ratio + gsser ? ? ?
Log Sci. & Tech. Journal Pub. Per Million People + lnstjp ?
Country Environment + ce ? ? ?
Japanese FDI Cases + jfdic ? ? ?
Opportunity Cost Proxy - ocp ? ? ?
Debt Service to Total External Debt + ds_ted ? ?
M2 to GDP - m2_gdp ? ? ?
Log International Reserve to GDP + lnir_gdp ?
Member of Integration Agreement + mia ? ?
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Appendix 5: OLS, AB and IV results for aggregate FDI 
Ordinary Least Squares (OLS)- Aggregate FDI
lnafdi Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t
afdic_afdir 0.002 0.320 0.000 0.040 0.002 0.490 0.001 0.340 0.002 0.580 0.005 0.990 0.005 1.080 0.001 0.280
llnafdi 0.615 7.340 *** 0.641 7.640 *** 0.591 8.100 *** 0.630 8.160 *** 0.637 7.380 *** 0.565 7.060 *** 0.602 8.880 *** 0.599 7.920 ***
lngdppc 0.065 1.600
lnrgdp -0.060 -0.880 -0.018 -0.290 0.181 2.630 ***
rgdpg 0.048 2.330 ** 0.018 0.870 0.052 2.780 ***
cpiac -0.032 -1.470 -0.008 -0.360 -0.042 -1.960 **
crer 0.003 0.470 0.004 0.530 0.004 0.520
erv 0.116 0.050 6.205 2.120 ** 6.223 2.490 **
tcr -0.011 -1.870 * 0.002 0.350 -0.009 -1.490
rwp 0.007 1.300 0.013 2.460 **
op 0.003 3.500 *** 0.005 4.150 ***
ii 0.012 3.410 *** 0.011 3.540 ***
gsser -0.010 -2.600 *** -0.010 -2.360 ** -0.010 -2.900 ***
lnstjp -0.063 -1.230
ce -0.435 -0.770 -0.276 -0.650 -0.134 -0.310
ocp 0.088 1.160 0.086 1.350 0.079 1.200
ds_ted 0.007 0.600 0.006 0.560
m2_gdp 0.003 1.690 * 0.003 1.800 * 0.002 1.410
lnir_gdp 0.236 3.780 ***
mia -0.084 -0.640 -0.173 -1.200
_cons 3.084 3.020 3.318 3.240 2.402 4.030 3.326 3.000 3.097 3.840 0.398 0.460 2.140 2.350 3.747 5.220
No. of obs 140 140 140 140 140 140 140 140
Prob > F 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
R2 0.680 0.674 0.709 0.688 0.691 0.701 0.712 0.696
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Heteroskedasticity robust results
Fixed Effects (within) regression
Specification 5 Specification 6 Specification 7 Specification 8Specification 1 Specification 2 Specification 3 Specification 4
 
 
Arellano Bond (AB) Estimation- Aggregate FDI
lnafdi Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z
afdic_afdir -0.005 -0.650 -0.005 -0.610 -0.004 -0.450 -0.006 -0.820 -0.002 -0.270 0.000 -0.030 0.004 0.510 -0.004 -0.630
llnafdi 0.205 1.240 0.298 2.210 ** 0.286 1.870 * 0.372 2.310 ** 0.386 2.480 ** 0.256 1.770 * 0.125 0.940 0.391 3.170 ***
lngdppc 1.151 2.840 ***
lnrgdp 0.107 0.170 0.363 0.680 0.624 1.330
rgdpg 0.030 1.840 * 0.045 1.960 ** 0.030 1.410
cpiac 0.004 0.140 -0.041 -1.600 -0.008 -0.260
crer 0.003 0.440 0.006 0.770 0.009 1.320
erv 2.118 0.720 5.494 2.280 ** 4.793 1.770 *
tcr 0.014 1.740 * 0.016 1.250 0.019 1.940 *
rwp 0.039 1.900 * 0.040 3.030 ***
op 0.001 0.280 -0.005 -1.400
ii 0.049 1.470 0.060 1.480
gsser 0.014 1.110 0.022 1.820 * 0.006 0.480
lnstjp -0.456 -0.880
ce 5.607 6.140 *** 4.740 4.420 *** 4.060 3.430 ***
ocp 0.210 2.770 *** 0.300 3.720 *** 0.361 6.120 ***
ds_ted -0.033 -2.090 ** -0.044 -3.230 ***
m2_gdp 0.005 1.070 0.001 0.260 0.012 2.240 **
lnir_gdp 0.456 1.620
mia -0.289 -1.120 -0.332 -0.740
_cons 0.069 1.930 0.055 2.600 0.053 2.230 0.004 0.100 -0.009 -0.200 0.146 3.170 0.105 3.140 0.038 1.640
No. of obs 118 118 118 118 118 118 118 118
Wald Chi 2 766.54 1667.24 751.35 161124.59 381.76 288.99 557.49 734.36
P>z(1st order) 0.028 0.029 0.020 0.038 0.030 0.031 0.020 0.036
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Fixed Effects (within) regression
Specification 5 Specification 6 Specification 7 Specification 8Specification 1 Specification 2 Specification 3 Specification 4
 
 
Instrumental Variable (IV) Estimation- Aggregate FDI
lnafdi Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z
afdic_afdir -0.017 -1.290 -0.005 -0.270 -0.041 -1.580 0.015 0.610 -0.005 -0.300 0.007 0.560 -0.021 -1.020 0.001 0.040
llnafdi 0.383 5.160 *** 0.469 6.460 *** 0.435 6.150 *** 0.455 6.190 *** 0.515 6.880 *** 0.623 5.960 *** 0.550 5.700 *** 0.454 6.070 ***
lngdppc 1.144 2.810 ***
lnrgdp -0.142 -0.360 -0.343 -0.820 0.843 1.420
rgdpg 0.041 1.970 ** 0.042 2.410 ** 0.018 0.810
cpiac -0.060 -2.720 *** -0.014 -0.530 -0.034 -1.330
crer 0.009 1.440 0.006 0.930 0.007 1.030
erv 3.745 1.300 5.189 1.700 * 3.903 1.150
tcr -0.009 -0.690 -0.004 -0.320 -0.008 -0.560
rwp 0.008 0.430 0.012 0.630
op 0.000 0.060 -0.004 -1.060
ii 0.029 1.330 0.042 2.420 **
gsser -0.006 -0.700 0.009 0.860 -0.006 -0.700
lnstjp 0.520 2.210 **
ce 3.241 2.860 *** 2.510 2.190 ** 3.418 2.930 ***
ocp 0.034 0.370 -0.128 -0.700 -0.033 -0.210
ds_ted -0.020 -1.310 -0.022 -1.270
m2_gdp 0.008 1.510 0.007 1.500 0.009 1.760 *
lnir_gdp 0.349 2.010 **
mia -0.534 -1.200 -1.110 -1.690 *
_cons -2.854 -1.020 4.218 0.920 2.709 3.530 7.712 1.680 2.575 4.120 -5.610 -0.950 2.660 1.390 3.803 4.620
No. of obs 140 140 140 140 140 140 140 140
R2 0.439 0.467 0.592 0.554 0.419 0.267 0.537 0.387
Wald Chi 2 22032.5 23438.1 23896.9 20168.0 22817.5 14117.9 19542.6 22558.4
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Instruments for IV: Openness of China, Infrastructure of China
Specification 5 Specification 6 Specification 7 Specification 8Specification 1 Specification 2 Specification 3 Specification 4
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Appendix 6: OLS, AB and IV results for Japanese FDI 
Ordinary Least Squares (OLS)- Japanese FDI
lnjfdi Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t
jfdic_jfdir 0.010 2.470 ** 0.000 -0.020 0.000 0.040 0.000 -0.110 0.001 0.170 0.008 1.950 * 0.005 1.120 0.005 1.250
llnjfdi 0.512 6.590 *** 0.718 10.140 *** 0.725 10.860 *** 0.667 8.840 *** 0.708 10.180 *** 0.543 7.490 *** 0.684 10.080 *** 0.571 8.660 ***
lngdppc 0.087 2.230 **
lnrgdp 0.038 0.560 0.176 1.700 * 0.137 1.500
rgdpg 0.029 2.140 ** 0.014 1.280 0.031 2.390 **
cpiac -0.001 -0.080 0.010 1.050 0.005 0.570
crer 0.006 2.010 ** 0.006 1.530 0.004 1.250
erv 1.669 0.940 0.179 0.080 2.572 1.200
tcr 0.000 -0.080 0.009 1.520 0.007 1.310
rwp 0.005 1.240 0.001 0.140
op 0.000 0.740 0.002 1.910 *
oj 0.021 1.960 ** 0.010 1.340
ii 0.000 0.070 0.001 0.350
gsser -0.003 -0.880 -0.004 -1.140 0.005 1.730 *
lnstjp -0.038 -0.970
ce 0.094 0.200 0.307 0.610 0.138 0.360
jfdic 0.005 3.860 *** 0.005 3.840 *** 0.005 3.830 ***
ocp 0.072 1.390 0.071 1.370 0.092 1.710 *
ds_ted 0.007 0.640 0.009 0.810
m2_gdp 0.000 -0.060 0.000 0.130 0.000 -0.020
lnir_gdp 0.099 2.060
mia -0.245 -1.670 * -0.084 -0.620
_cons 1.325 1.950 1.173 1.340 1.266 2.750 -0.895 -0.760 1.882 3.710 0.212 0.220 0.241 0.360 1.741 3.840
No. of obs 147 147 147 147 147 147 147 147
Prob > F 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
R2 0.717 0.664 0.663 0.680 0.666 0.714 0.671 0.712
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Heteroskedasticity robust results
Fixed Effects (within) regression
Specification 1 Specification 2 Specification 3 Specification 4 Specification 5 Specification 6 Specification 7 Specification 8
 
Arellano Bond (AB) Estimation- Japanese FDI
lnjfdi Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z
jfdic_jfdir 0.003 0.510 -0.003 -0.570 -0.002 -0.360 -0.006 -0.990 -0.004 -0.840 0.004 0.940 0.005 1.280 -0.006 -1.330
llnjfdi 0.142 2.210 ** 0.334 3.940 *** 0.350 3.230 *** 0.339 3.620 *** 0.391 4.360 *** 0.145 1.970 ** 0.288 3.050 *** 0.218 3.190 ***
lngdppc 0.062 0.150
lnrgdp 0.414 0.910 0.542 1.540 0.004 0.010
rgdpg 0.041 2.490 ** 0.029 2.970 *** 0.029 2.090 **
cpiac 0.010 0.890 0.020 1.500 0.012 1.080
crer 0.001 0.330 0.003 0.690 0.005 0.990
erv 0.637 0.160 -2.863 -0.800 0.802 0.250
tcr -0.005 -0.770 -0.007 -0.730 0.001 0.100
rwp 0.017 0.670 0.019 0.760
op -0.006 -2.390 ** -0.001 -0.290
oj 0.031 1.190 0.022 1.010
ii 0.013 0.400 0.006 0.170
gsser -0.017 -1.080 -0.003 -0.280 -0.007 -0.400
lnstjp -0.023 -0.060
ce 2.143 1.590 2.735 2.230 ** 1.754 1.550
jfdic 0.011 2.640 *** 0.012 2.650 *** 0.010 2.770 ***
ocp 0.229 4.560 *** 0.226 4.050 *** 0.196 3.760 ***
ds_ted -0.010 -0.620 -0.014 -0.830
m2_gdp -0.001 -0.350 -0.001 0.190 0.004 0.720
lnir_gdp 0.206 0.890
mia -0.793 -2.970 *** -1.051 -8.290 ***
_cons 0.077 1.850 -0.017 -0.540 -0.004 -0.110 0.023 0.400 -0.002 -0.030 0.086 1.930 -0.018 -0.640 0.063 1.610
No. of obs 127 127 127 127 127 127 127 127
Wald Chi 2 7294.7 297.0 277.9 105.3 467.8 249.4 179.8 93.3
P>z(1st order) 0.009 0.025 0.019 0.024 0.022 0.008 0.015 0.012
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Fixed Effects (within) regression
Specification 5 Specification 6 Specification 7 Specification 8Specification 1 Specification 2 Specification 3 Specification 4
 
Instrumental Variable (IV) Estimation- Japanese FDI
lnjfdi Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z
jfdic_jfdir 0.009 1.010 -0.004 -0.820 -0.001 -0.140 -0.004 -0.720 -0.005 -0.910 0.010 1.390 0.004 0.590 0.000 0.090
llnjfdi 0.279 3.660 *** 0.419 5.500 *** 0.427 5.730 *** 0.436 5.840 *** 0.458 5.900 *** 0.343 4.520 *** 0.312 3.880 *** 0.348 4.640 ***
lngdppc 0.478 1.530
lnrgdp 0.409 1.970 ** 0.348 1.430 0.071 0.340
rgdpg 0.037 2.220 ** 0.031 2.140 ** 0.032 2.010 **
cpiac 0.000 0.010 0.012 0.930 0.006 0.470
crer 0.003 0.830 0.005 1.270 0.005 1.070
erv 0.582 0.220 -0.089 -0.040 0.925 0.390
tcr -0.006 -0.690 -0.003 -0.330 0.007 0.740
rwp 0.016 0.950 0.008 0.470
op 0.005 1.430 0.001 0.230
oj 0.020 1.190 0.007 0.400
ii 0.003 0.260 0.011 0.950
gsser -0.008 -1.240 -0.002 -0.250 0.007 0.990
lnstjp 0.284 2.070 **
ce 1.342 1.460 0.595 0.670 0.487 0.590
jfdic 0.005 4.250 *** 0.005 4.220 *** 0.006 3.950 ***
ocp 0.154 1.880 * 0.171 2.150 ** 0.218 2.560 **
ds_ted -0.003 -0.200 -0.004 -0.280
m2_gdp 0.002 0.570 -0.001 -0.320 0.004 1.120
lnir_gdp 0.340 2.300 **
mia -0.602 -1.310 -0.720 -1.650 *
_cons -0.284 -0.120 -1.808 -0.690 3.368 5.320 -0.261 -0.100 3.395 4.910 1.253 0.530 0.968 0.850 2.573 3.440
No. of obs 147 147 147 147 147 147 147 147
R2 0.520 0.408 0.575 0.587 0.411 0.307 0.512 0.285
Wald Chi 2 21934.0 19097.8 19184.4 19003.2 19138.0 22280.2 20449.4 21012.9
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Instruments for IV: Openness of China, Infrastructure of China
Specification 1 Specification 2 Specification 3 Specification 4 Specification 5 Specification 6 Specification 7 Specification 8
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Appendix 7: OLS, AB and IV results for US FDI 
Ordinary Least Squares (OLS)- US FDI
lnusfdi Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t
usfdic_usfdir 0.004 0.280 0.010 0.740 0.010 0.580 0.004 0.240 0.006 0.370 0.003 0.240 0.005 0.310 0.008 0.470
llnusfdi 0.360 2.750 *** 0.353 2.940 *** 0.447 4.270 *** 0.327 2.150 ** 0.297 2.400 ** 0.320 2.420 *** 0.383 3.280 *** 0.439 3.570 ***
lngdppc 0.318 3.630 ***
lnrgdp 0.005 0.030 -0.002 -0.010 0.319 1.210
rgdpg 0.033 0.720 0.003 0.080 0.043 1.000
cpiac 0.024 1.130 0.036 1.380 0.000 0.020
crer -0.003 -0.330 -0.003 -0.270 -0.002 -0.200
erv -2.575 -0.460 -1.316 -0.210 4.947 0.820
tcr -0.001 -0.130 0.021 1.340 0.003 0.360
rwp 0.020 2.010 ** 0.020 2.310 **
op 0.003 2.630 *** 0.006 2.380 **
ii 0.023 2.510 ** 0.017 3.390 ***
gsser -0.008 -1.150 -0.006 -0.850 0.002 0.420
lnstjp -0.004 -0.040
ce 1.569 1.300 2.758 1.890 * 1.640 1.560
ocp -0.092 -0.720 -0.060 -0.440 -0.058 -0.480
ds_ted 0.053 3.180 *** 0.051 2.840 ***
m2_gdp 0.001 0.290 -0.001 -0.310 0.001 0.310
lnir_gdp 0.263 2.750 ***
mia -0.252 -0.790 -0.177 -0.570
_cons 1.951 1.700 2.327 1.230 1.727 1.890 2.565 1.370 3.838 4.190 0.205 0.060 2.098 1.710 3.056 4.510
No. of obs 103 103 103 103 103 103 103 103
Prob > F 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
R2 0.414 0.441 0.440 0.424 0.442 0.407 0.425 0.378
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Heteroskedasticity robust results
Fixed Effects (within) regression
Specification 5 Specification 6 Specification 7 Specification 8Specification 1 Specification 2 Specification 3 Specification 4
 
 
Arellano Bond Estimation (AB)- US FDI
lnusfdi Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z
usfdic_usfdir 0.011 1.160 0.007 0.790 0.001 1.843 * 0.001 2.080 ** 0.002 0.140 0.020 1.800 * 0.007 2.620 ** 0.011 1.170
llnusfdi -0.414 -6.470 *** -0.382 -4.060 *** -0.309 -4.000 *** -0.531 -6.690 *** -0.393 -6.960 *** -0.343 -3.440 *** -0.400 -4.220 *** -0.334 -5.980 ***
lngdppc 0.378 0.550
lnrgdp 0.038 0.090 -1.242 -6.860 *** 0.181 0.550
rgdpg 0.045 2.150 ** 0.068 6.610 *** 0.026 1.260
cpiac 0.021 1.260 0.038 1.620 0.027 2.360 **
crer 0.012 2.810 *** 0.026 8.530 *** 0.019 4.510 ***
erv -11.156 -1.780 * -11.401 -1.610 -6.620 -1.260
tcr 0.033 2.660 *** 0.079 6.290 *** 0.044 3.030 ***
rwp 0.023 1.430 0.022 1.620
op -0.005 -0.530 -0.004 -0.350
ii 0.186 4.430 *** 0.088 1.990 **
gsser 0.066 2.990 *** 0.018 0.570 0.012 0.360
lnstjp -0.211 -0.480
ce 0.951 0.400 0.873 0.460 2.060 1.160
ocp 0.056 0.460 0.017 0.160 0.092 1.210
ds_ted 0.040 2.460 ** 0.035 1.860 *
m2_gdp -0.001 -0.260 -0.001 -0.310 0.001 0.270
lnir_gdp 0.387 1.340
mia (dropped) (dropped)
_cons 0.205 4.480 0.176 4.440 0.190 3.940 -0.005 -0.090 0.057 0.880 0.188 5.710 0.182 10.170 0.189 6.240
No. of obs 80 80 80 80 80 80 80 80
Wald Chi 2 365.8 568.9 1914.1 2752.9 194.2 411.9 908.5 314.8
P>z(1st order) 0.02 0.04 0.02 0.10 0.04 0.05 0.03 0.05
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Fixed Effects (within) regression
Specification 5 Specification 6 Specification 7 Specification 8Specification 1 Specification 2 Specification 3 Specification 4
 
 
Instrumental Variable (IV) Estimation- US FDI
lnusfdi Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z
usfdic_usfdir 0.181 2.030 ** 0.091 1.950 * 0.094 2.130 ** 0.062 1.150 0.084 1.390 0.117 1.430 0.091 1.470 0.127 2.130 **
llnusfdi -0.299 -1.220 -0.268 -1.680 * -0.372 -2.630 *** -0.136 -0.920 -0.252 -1.960 ** -0.081 -0.460 -0.122 -0.870 -0.234 -1.170
lngdppc -0.400 -0.270
lnrgdp 0.897 1.860 * -0.672 -1.380 1.029 1.450
rgdpg 0.121 2.270 ** 0.163 2.520 ** 0.091 1.380
cpiac -0.050 -1.070 0.013 0.430 -0.030 -0.770
crer 0.025 1.910 * 0.030 2.290 ** 0.031 2.100 **
erv -19.923 -1.690 * -11.271 -2.130 ** -7.513 -1.340
tcr 0.036 1.170 0.063 3.150 *** 0.029 1.570
rwp 0.009 0.260 -0.003 -0.070
op 0.007 0.850 0.005 0.450
ii 0.108 2.820 *** 0.074 1.890 *
gsser 0.010 0.790 0.011 0.820 0.002 0.100
lnstjp -0.251 -0.300
ce 4.936 2.290 ** 3.720 1.720 * 5.701 2.470 **
ocp 0.220 0.790 0.035 0.190 -0.067 -0.470
ds_ted 0.054 1.950 * 0.042 1.600
m2_gdp 0.002 0.180 -0.004 -0.260 0.007 0.840
lnir_gdp 0.072 0.180
mia (dropped) (dropped)
_cons 6.394 0.610 -6.824 -1.110 2.521 1.740 7.091 1.380 2.301 2.160 -6.805 -0.830 1.380 0.540 7.089 2.830
No. of obs 103 103 103 103 103 103 103 103
R2 0.87 0.05 0.22 0.28 0.27 0.55 0.14 0.81
Wald Chi 2 2091.2 4627.1 4988.1 6147.6 5605.4 2909.6 5102.3 3123.8
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Instruments for IV: Openness of China, Infrastructure of China
Specification 1 Specification 2 Specification 3 Specification 4 Specification 5 Specification 6 Specification 7 Specification 8
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Appendix 8: OLS, AB and IV results for Korean FDI 
Ordinary Least Squares (OLS)- Korean FDI
lnkfdi Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t
kfdic_kfdir 0.006 0.930 0.002 0.370 0.002 0.510 0.003 0.640 0.005 0.415 0.006 0.235 0.008 1.250 0.005 0.507
llnkfdi 0.627 9.370 *** 0.574 8.080 *** 0.564 7.880 *** 0.597 8.760 *** 0.594 8.490 *** 0.535 7.810 *** 0.558 7.790 *** 0.610 8.770 ***
lngdppc -0.015 -0.220
lnrgdp -0.073 -0.680 -0.134 -1.390 0.123 1.280
rgdpg -0.028 -1.040 -0.031 -1.450 -0.034 -1.310
cpiac 0.012 0.690 0.009 0.460 0.005 0.320
crer -0.001 -0.150 -0.002 -0.540 -0.001 -0.160
erv -2.503 -0.550 -2.651 -0.530 -3.103 -0.740
tcr -0.004 -0.490 0.004 0.480 -0.004 -0.460
rwp 0.002 0.300 0.005 0.570
op 0.002 1.710 * 0.005 3.110 ***
ii 0.005 1.390 0.005 1.390
gsser -0.013 -1.990 * -0.014 -2.070 ** -0.010 -1.670 *
lnstjp -0.230 -3.050 ***
ce -1.818 -2.350 *** -1.715 -2.520 ** -1.852 -2.860 ***
ocp 0.127 1.380 0.136 1.580 0.158 1.760 *
ds_ted 0.012 0.990 0.002 0.150
m2_gdp 0.003 1.370 0.001 0.660 0.001 0.460
lnir_gdp 0.160 1.610
mia -0.038 -0.160 -0.277 -1.200
_cons 0.986 0.820 2.602 2.190 1.969 4.590 3.387 2.390 2.408 3.940 -0.493 -0.370 1.188 1.240 1.893 4.050
No. of obs 132 132 132 132 132 132 132 132
Prob > F 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
R2 0.555 0.571 0.581 0.568 0.567 0.590 0.586 0.559
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Heteroskedasticity robust results
Fixed Effects (within) regression
Specification 5 Specification 6 Specification 7 Specification 8Specification 1 Specification 2 Specification 3 Specification 4
 
Arellano Bond Estimation (AB)- Korean FDI
lnkfdi Coef. z Coef. z Coef. z Coef. t Coef. z Coef. z Coef. z Coef. z
kfdic_kfdir -0.001 -0.110 -0.007 -1.350 0.003 0.620 -0.005 -1.070 0.000 0.090 -0.004 -0.660 0.007 1.290 -0.002 -0.380
llnkfdi 0.349 5.400 *** 0.202 1.810 * 0.322 3.410 *** 0.226 2.100 ** 0.280 2.870 *** 0.249 2.850 *** 0.297 3.750 *** 0.309 4.050 ***
lngdppc 1.004 1.900 *
lnrgdp 1.108 4.670 *** 0.777 2.370 ** 0.802 2.520 ***
rgdpg -0.056 -3.170 *** -0.029 -1.210 -0.072 -4.210 ***
cpiac 0.016 0.800 0.015 0.560 0.011 0.480
crer -0.005 -1.210 -0.004 -0.750 0.002 0.250
erv -1.917 -0.410 -6.826 -1.270 -7.319 -2.120 **
tcr -0.009 -0.670 -0.016 -1.030 -0.006 -0.320
rwp -0.061 -2.640 *** -0.027 -0.990
op -0.005 -1.360 -0.005 -2.090 **
ii 0.084 3.410 *** 0.105 3.510 ***
gsser -0.033 -1.630 -0.031 -1.700 * -0.042 -2.580 ***
lnstjp 1.733 2.990 ***
ce 3.219 1.900 * 3.545 2.010 ** 3.913 2.230 **
ocp 0.187 1.780 * 0.220 2.180 ** 0.215 1.730 *
ds_ted -0.016 -0.800 0.009 0.450
m2_gdp -0.004 -0.820 0.013 2.560 ** 0.010 1.350
lnir_gdp -0.367 -0.880
mia 0.356 0.950 -1.642 -4.540 ***
_cons 0.045 1.390 0.022 0.710 -0.035 -1.150 0.029 0.770 -0.014 -0.390 0.015 0.330 0.028 1.150 0.051 1.350
No. of obs 114 114 114 114 114 114 114 114
Wald Chi 2 165.93 158.38 135.55 53.46 45.59 102.73 73.11 45.61
P>z(1st order) 0.02 0.04 0.02 0.05 0.05 0.03 0.02 0.03
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Fixed Effects (within) regression
Specification 5 Specification 6 Specification 7 Specification 8Specification 1 Specification 2 Specification 3 Specification 4
 
Instrumental Variable (IV) Estimation- Korean FDI
lnkfdi Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z
kfdic_kfdir 0.010 0.750 0.000 0.080 0.005 0.760 0.003 0.470 0.008 0.366 0.014 1.180 0.026 2.260 ** 0.007 0.537
llnkfdi 0.418 5.790 *** 0.372 5.060 *** 0.401 5.520 *** 0.349 4.710 *** 0.345 4.620 *** 0.367 4.930 *** 0.376 4.930 *** 0.396 5.510 ***
lngdppc 0.458 0.570
lnrgdp 0.463 1.340 0.356 0.930 0.141 0.390
rgdpg -0.026 -0.910 -0.035 -1.310 -0.065 -2.160 **
cpiac -0.002 -0.120 0.010 0.480 0.004 0.220
crer -0.003 -0.470 -0.003 -0.500 0.000 -0.030
erv -0.193 -0.040 -3.744 -0.760 -7.309 -1.580
tcr -0.012 -0.820 -0.011 -0.700 -0.009 -0.570
rwp -0.044 -1.530 -0.041 -1.440
op -0.005 -0.920 -0.001 -0.190
ii 0.054 2.040 ** 0.056 2.080 **
gsser -0.014 -1.340 -0.027 -2.010 ** -0.009 -0.910
lnstjp 0.750 2.100 **
ce 1.311 0.870 1.016 1.680 * 1.614 1.080
ocp 0.190 1.230 0.289 2.020 ** 0.371 2.470 **
ds_ted 0.011 0.520 0.031 1.300
m2_gdp -0.001 -0.090 0.009 1.460 0.003 0.410
lnir_gdp -0.102 -0.370
mia 0.480 0.640 -0.277 -0.350
_cons -1.956 -0.350 -3.266 -0.770 1.473 2.120 -1.696 -0.420 1.839 2.110 -3.278 -0.820 0.146 0.070 2.836 2.750
No. of obs 132 132 132 132 132 132 132 132
R2 0.38 0.40 0.52 0.41 0.41 0.39 0.62 0.40
Wald Chi 2 2347.4 2425.4 2358.0 2468.4 2474.5 2409.5 2223.1 2412.4
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Instruments for IV: Openness of China, Infrastructure of China
Specification 5 Specification 6 Specification 7 Specification 8Specification 1 Specification 2 Specification 3 Specification 4
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Appendix 9: Evaluation of profitability by Japanese MNEs on different industries 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
ource: JBIC, various years 
ote: Response was administered in the scale of 1 to 5, 1 being unsatisfactory and 5 being satisfactory. 
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Appendix 10: OLS, AB and IV results for Japanese FDI before crisis 
Ordinary Least Squares (OLS)- Japanese FDI Before Crisis
ln
jfd
jfdi Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t
ic_jfdir 0.014 3.380 *** 0.008 1.600 0.008 1.710 * 0.009 1.770 * 0.010 2.140 ** 0.014 3.120 *** 0.008 1.800 * 0.015 2.920 ***
jfdi 0.653 6.590 *** 0.771 9.610 *** 0.769 10.150 *** 0.756 8.020 *** 0.775 10.260 *** 0.615 5.930 *** 0.743 10.460 *** 0.635 6.800 ***
gdppc 0.012 0.250
rgdp 0.029 0.510 0.013 0.150 0.081 0.870
dpg 0.004 0.190 0.009 0.350 0.016 0.730
iac -0.015 -0.790 -0.014 -0.640 -0.015 -0.840
er 0.008 0.580 0.006 0.450 0.005 0.340
v -1.602 -0.590 -2.610 -0.800 -0.506 -0.170
r -0.001 -0.080 0.005 0.520 0.004 0.550
p -0.001 -0.240 0.001 0.110
0.000 0.800 0.003 2.160 **
0.006 0.540 0.007 0.690
0.000 -0.080 -0.002 -0.490
sser -0.004 -0.940 -0.003 -0.730 0.002 0.410
stjp -0.103 -2.390 **
-0.853 -1.960 ** -0.888 -2.180 ** -0.819 -2.720 ***
ic 0.003 2.500 ** 0.003 2.790 *** 0.004 2.180 **
p 0.017 0.150 0.035 0.300 0.071 0.590
_ted 0.005 0.610 -0.006 -0.670
2_gdp 0.001 0.880 0.000 0.410 -0.001 -0.930
ir_gdp 0.078 1.600
ia -0.064 -0.380 -0.135 -0.910
ons 1.815 1.520 1.843 2.800 1.757 3.850 1.040 0.900 1.505 2.200 0.866 1.070 0.801 0.650 1.773 3.790
o. of obs 77 77 77 77 77 77 77 77
ob > F 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
0.833 0.822 0.824 0.819 0.817 0.841 0.826 0.835
 ** and *** denote statistical significance at 10 %, 5% and 1% respectively
eteroskedasticity robust results
xed Effects (within) regression
Specification 5 Specification 6 Specification 7 Specification 8Specification 1 Specification 2 Specification 3 Specification 4
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ds
m
ln
m
_c
N
Pr
R2
*,
H
Fi  
fdi Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z
c_jfdir 0.001 0.070 0.011 1.280 0.011 1.020 0.012 1.220 0.006 0.530 0.004 0.790 0.018 1.760 * 0.007 0.700
0.094 0.670 0.041 0.240 0.250 2.100 ** 0.015 0.090 0.237 0.940 -0.053 -0.220 0.043 0.380 0.060 0.490
gdppc 2.984 2.930 ***
gdp 2.319 4.490 *** 2.038 4.820 *** 1.723 1.870 *
dpg 0.061 1.710 * 0.067 1.840 * 0.039 1.330
iac 0.015 0.510 0.007 0.310 0.004 0.100
er 0.043 4.410 *** 0.039 4.160 *** 0.031 1.790 *
v -10.409 -2.250 ** -6.399 -1.150 -3.062 -0.670
-0.004 -0.290 0.010 1.160 0.010 0.820
p 0.008 0.460 0.014 1.000
0.004 0.630 -0.002 -0.380
0.023 1.050 0.011 0.360
-0.059 -1.530 -0.115 -1.520
r 0.026 4.470 *** 0.012 0.870 0.018 1.010
stjp -1.309 -2.710 ***
-1.160 -0.740 -1.596 -1.470 -0.831 -0.930
dic 0.004 2.020 ** 0.003 1.610 0.006 2.160 **
p 0.175 1.100 0.256 2.070 ** 0.244 2.670 ***
_ted -0.011 -0.860 -0.001 -0.070
2_gdp 0.000 -0.030 0.008 0.990 -0.006 -0.630
r_gdp 0.804 3.350 ***
a 0.585 2.510 ** 0.956 1.770 *
ons 0.443 3.710 0.333 4.560 0.164 2.610 0.340 4.570 0.260 1.620 0.334 3.540 0.182 3.640 0.186 2.710
. of obs 57 57 57 57 57 57 57 57
ald Chi 2 136.34 2164.61 39.22 43977.10 69.35 1143.84 523.41 84.23
z (1st order) 0.0044 0.016 0.034 0.025 0.035 0.016 0.0328 0.0309
** and *** denote statistical significance at 10 %, 5% and 1% respectively
xed Effects (within) regression
Specification 1 Specification 2 Specification 3 Specification 4 Specification 5 Specification 6 Specification 7 Specification 8
 
Arellano Bond (AB) Estimation- Japanese FDI Before Crisis
lnj
jfdi
llnjfdi
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m
lni
mi
_c
No
W
P>
*, 
Fi  
fdi Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z
ic_jfdir 0.016 1.310 0.029 2.210 ** 0.026 2.410 ** 0.023 1.510 0.015 1.320 0.028 2.530 ** 0.023 2.870 *** 0.036 2.550 **
njfdi 0.357 3.390 *** 0.520 4.950 *** 0.565 5.170 *** 0.507 4.950 *** 0.461 3.990 *** 0.455 3.710 *** 0.439 3.870 *** 0.317 2.830 ***
gdppc 0.622 1.540
gdp 0.320 0.660 0.765 1.470 0.208 0.420
dpg 0.001 0.020 0.052 1.450 -0.003 -0.090
iac -0.009 -0.290 0.004 0.110 -0.002 -0.060
er -0.007 -0.490 0.004 0.280 -0.002 -0.150
v -1.327 -0.510 0.324 0.090 0.569 0.180
r -0.004 -0.330 0.011 0.820 -0.006 -0.520
p -0.009 -0.270 -0.023 -0.780
-0.006 -0.780 -0.001 -0.080
-0.046 -1.260 -0.024 -0.730
0.007 0.210 -0.001 -0.060
ser 0.025 1.880 * 0.030 2.190 ** 0.028 2.120 **
stjp 0.004 0.010
0.713 0.570 0.767 0.620 0.684 0.630
ic 0.005 2.610 *** 0.005 2.290 ** 0.006 3.230 ***
p 0.067 0.530 0.061 0.430 0.233 1.690 *
_ted 0.010 0.420 0.016 0.770
2_gdp -0.001 -0.120 0.000 -0.050 -0.006 -0.800
ir_gdp 0.270 0.940
a -0.395 -0.850 -0.202 -0.380
cons -1.658 -0.540 6.149 1.080 2.648 2.280 9.914 1.740 1.252 0.900 -0.212 -0.040 1.268 0.780 2.022 1.850
. of obs 77 77 77 77 77 77 77 77
0.561 0.610 0.312 0.399 0.462 0.706 0.599 0.419
13588.09 15554.45 17394.31 15085.07 14716.38 14834.80
Specification 1 Specification 2 Specification 3 Specification 4 Specification 5 Specification 6 Specification 7 Specification 8
 
Instrumental Variable (IV) Estimation- Japanese FDI Before Crisis
lnj
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R2
Wald Chi 2 18036.78 13031.81
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Instruments for IV: Openness of China, Infrastructure of China  
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Appendix 11: OLS, AB and IV results for Japanese FDI after crisis 
Ordinary Least Squares (OLS)- Japanese FDI After Crisis
lnjfdi Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t Coef. t
jfdic_jfdir -0.012 -1.030 -0.005 -0.780 -0.003 -0.600 -0.005 -0.950 -0.004 -0.700 -0.017 -1.490 -0.023 -1.740 * 0.003 0.620
llnjfdi 0.224 2.620 *** 0.471 4.090 *** 0.337 2.940 *** 0.516 5.360 *** 0.490 4.310 *** 0.122 1.380 0.413 4.190 *** 0.249 3.110 ***
lngdppc 0.070 1.340
lnrgdp 0.106 0.840 0.329 1.850 * 0.377 2.810 ***
rgdpg 0.012 0.590 0.016 0.970 0.033 1.650 *
cpiac 0.015 0.980 -0.003 -0.210 0.015 1.470
crer 0.000 -0.050 0.002 0.600 0.007 1.850 *
erv -3.499 -0.880 -9.828 -1.980 ** -11.185 -3.290 ***
tcr -0.009 -1.300 -0.009 -0.730 0.006 0.850
rwp 0.006 0.510 0.015 1.390
op 0.003 2.310 ** 0.003 2.290 **
oj 0.031 1.600 0.005 0.380
ii -0.006 -1.080 0.003 0.670
gsser 0.013 1.480 0.005 0.610 0.004 0.920
lnstjp -0.006 -0.110
ce 2.116 2.180 ** 2.944 3.320 *** 1.644 2.850 ***
jfdic 0.029 6.030 *** 0.031 7.850 *** 0.026 7.100 ***
ocp -0.183 -1.330 -0.202 -1.520 -0.262 -1.720 *
ds_ted 0.027 1.590 0.036 1.970 **
m2_gdp -0.001 -0.720 -0.003 -1.920 * -0.001 -0.610
lnir_gdp 0.170 1.950 *
mia 0.154 0.500 0.432 2.130 **
_cons 4.789 4.930 3.358 2.120 2.595 3.940 -1.558 -0.690 2.224 2.440 0.306 0.200 3.143 2.690 3.040 5.010
No. of obs 70 70 70 70 70 70 70 70
Prob > F 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
R2 0.713 0.567 0.601 0.554 0.539 0.747 0.595 0.693
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Heteroskedasticity robust results
Fixed Effects (within) regression
Specification 5 Specification 6 Specification 7 Specification 8Specification 1 Specification 2 Specification 3 Specification 4
 
 
Arellano Bond (AB) Estimation- Japanese FDI After Crisis
lnjfdi Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z
jfdic_jfdir -0.028 -1.830 * -0.036 -1.960 ** -0.031 -2.160 ** -0.038 -2.820 *** -0.030 -1.780 * -0.027 -1.410 -0.040 -2.450 ** -0.028 -1.870 *
llnjfdi -0.312 -2.440 ** -0.390 -2.750 *** -0.459 -3.260 *** -0.314 -1.550 -0.382 -2.570 ** -0.334 -2.330 ** -0.443 -2.930 *** -0.392 -2.640 ***
lngdppc 1.044 0.930
lnrgdp 1.836 1.560 0.138 0.130 0.231 0.180
rgdpg 0.000 0.000 0.003 0.130 -0.020 -1.140
cpiac 0.092 3.760 *** 0.120 2.750 *** 0.044 1.020
crer 0.010 1.980 ** 0.012 2.930 *** 0.000 -0.040
erv -21.959 -4.100 *** -7.998 -1.120 0.590 0.160
tcr -0.030 -1.520 -0.035 -2.100 ** -0.022 -1.020
rwp 0.079 0.880 0.009 0.150
op 0.013 2.970 *** 0.006 0.750
oj 0.013 0.230 0.011 0.290
ii -0.014 -0.290 -0.008 -0.180
gsser 0.023 0.570 0.056 1.140 0.020 0.440
lnstjp -1.015 -2.780 ***
ce 7.161 3.370 *** 7.881 6.460 *** 8.066 7.250 ***
jfdic 0.029 6.160 *** 0.026 3.960 *** 0.016 3.120 ***
ocp 0.140 0.910 -0.060 -0.300 -0.032 -0.220
ds_ted -0.046 -1.380 -0.049 -1.330
m2_gdp 0.005 0.670 0.010 2.170 ** 0.011 1.080
lnir_gdp 0.827 1.460
mia (dropped) (dropped)
_cons 0.301 2.490 0.251 1.320 0.116 0.760 0.190 1.260 0.090 0.460 0.168 0.960 0.114 0.650 0.114 0.630
No. of obs 50 50 50 50 50 50 50 50
Wald Chi 2 555.35 6203.17 1732.76 212.59 36.11 493.32 251.43 185.79
P>z (1st order) 0.009 0.017 0.015 0.048 0.016 0.032 0.0211 0.0094
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Fixed Effects (within) regression
Specification 1 Specification 2 Specification 3 Specification 4 Specification 5 Specification 6 Specification 7 Specification 8
 
 
Instrumental Variable (IV) Estimation- Japanese FDI After Crisis
lnjfdi Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z Coef. z
jfdic_jfdir -0.016 -1.260 -0.005 -0.520 -0.011 -1.910 * -0.017 -2.300 ** -0.016 -2.590 *** -0.015 -1.200 -0.015 -1.230 -0.005 -0.950
llnjfdi -0.227 -2.090 ** -0.163 -1.270 -0.210 -1.690 * -0.188 -1.400 -0.192 -1.500 -0.159 -1.450 -0.154 -1.220 -0.220 -1.970 **
lngdppc 0.622 0.790
lnrgdp 1.000 0.840 0.255 0.240 0.169 0.210
rgdpg 0.004 0.160 0.008 0.530 -0.015 -0.630
cpiac 0.033 2.160 ** 0.046 2.410 ** 0.029 2.100 **
crer -0.002 -0.530 -0.003 -0.720 0.007 1.580
erv -3.661 -0.780 -2.532 -0.440 2.401 0.570
tcr -0.015 -1.240 -0.013 -0.830 -0.014 -0.830
rwp 0.084 1.750 * 0.005 0.130
op -0.009 -1.480 0.003 0.800
oj 0.005 0.170 0.015 0.520
ii 0.040 1.110 0.043 1.330
gsser -0.003 -0.140 0.000 -0.010 -0.007 -0.350
lnstjp 0.433 0.820
ce 4.069 1.590 5.349 2.180 ** 4.417 1.970 **
jfdic 0.024 3.650 *** 0.026 4.510 *** 0.023 3.740 ***
ocp -0.083 -0.650 -0.074 -0.530 0.025 0.170
ds_ted -0.032 -1.500 -0.019 -0.920
m2_gdp 0.007 0.860 0.004 0.560 0.004 0.590
lnir_gdp 0.466 1.110
mia (dropped) (dropped)
_cons 3.332 0.570 16.192 1.200 5.810 4.740 4.305 0.350 6.109 2.540 6.865 0.780 4.743 1.840 6.528 3.600
No. of obs 70 70 70 70 70 70 70 70
R2 0.459 0.237 0.308 0.209 0.213 0.421 0.280 0.442
Wald Chi 2 15218.3 10779.1 11885.6 10393.7 10651.0 14495.4 11426.0 14762.8
*, ** and *** denote statistical significance at 10 %, 5% and 1% respectively
Instruments for IV: Openness of China, Infrastructure of China
Specification 1 Specification 2 Specification 3 Specification 4 Specification 5 Specification 6 Specification 7 Specification 8
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